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THE REBIRTH OF SHANGHAT'S RLECIRTC MA CHINE ¢ INIUSTRY

Wen Ch'en

T. PURPOSES OF THE PURCHASING CONFERENCE SPONSORED

BY THE CENTRAL PEOPLE!'S GOVERNMENT

Tice-Minister Liu Ting of the Heavy Industry Department
wrote an article in the Peking People's Daily, 18 April 1950,
entitled "Heavy Industry's First Goods Purchase Order" in which he
told us about the natiomwide conference on ordering goods from
gteel and electric machine~building industries held on 5 February
in peking. The first purchase order which was signed in the middle
of March at this conference amounted to 1,700 billion people's Mn,
or the equivalent of 720,000 metric tons of wheat, or 3.5 times as
mich as the total value of machinery and tools imported in 1946,
Since then preparation has been made for negotiating second and
third purchase orders. Such large-scale ordering of goods under
the sponsorship of the governmenty according to Mr. Liu, is unpre-
cedented, He said its objective is to bring production and con-
sumption together in the interest of the people and to substitute

production planning for blind production.

With a view to preventing inflation, payments for purchase
orders will be made not in money it in book accounts through
aceounting practice as far as it is practicaly orders will be filled
with domestic products instead of imported goods; and when orders

must be filled with imported goods such as machine parts and raw
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materials, ghe orders will be pandled by 2 cemralized authority
4n order Lo save on forelgn exchangee The advantages one may
expact from purchase orders ares firsby & close connection is
once again es‘babl:\..ahed petween produ.ction and congumpbion gecond,
waste from salesmanship, a.dve:{biaing, and glackened capital Lurne
over 18 eliminateds and third, 28 e remll of a gtabilized markebs
public and private industrial concerng can carry oub produc'bion
specialization by which produc‘e qua.l'l’oy will be impr'oved and costs

qowereds

Fast Chinats electric mchine—build.ing industry recelves a
ghare in this firsbt purchase order; its share, valued ab apout 10
pillion people's yuans consisbts mostly of electric genera‘oors,
yransnission facilities, power mains and 1ines. 1 does nov include
any greab quantity of yransformerss nor does 14 include radio com=
mupication and belephone facilivies, tubes and patteriese The fact
that the first purchase order does not include in it 2 wide variety
of goods OF jncludes only gecant amount 18 wainly pecause the con=
ference is 2 nationwida conference in which it is impossible for the
par’oi.cipating delegates to nego’ois.te for all the goods they need.
b is certain, however, that after having had experience 4n this
conference in placing purchase orders, and having more yime to make
preparationa either in ideology ©oF in business mattersy We will be

able to do 3 petter job at subsequen’o purchase conferencese

in this conference We discovered many erroneous attitudes

which need peform through studylnge Bvery astrict and every plant
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showed concern for its own interest onlyj for instance, the buying
party was alwayes insistent on low, low prices and did not believe
the cost records furnished by the manufacturer. Some of the
participants suspected that domestic products could not be perfectly
substituted for forelgn productsy they were cager to use foreign
exchange from the government to order goods abroad. Sometimes the
selling party was not honest in making bids, and presented inaccurate
or false cosb records; they expected to make big profits, After a
period of ideological self=criticism and struggle, and inspired by
the government's repeated pursuasive explanation and instruction,
the conferees finally comprehended the correct ideology; thereafter
the data presented by them became more accurate and true, When the
conference adjourned, it was generally recognized that only through

cooperative efforts could the various problems be solveds

II. THE INDUSTRY DIVISION'S PRACTICES
IN HANDLING PURCHASE ORDERS

Having negotiated purchase contracts on behalf of the in=-
dustrial concerns in its area, the Industry Division of the Fast
China Military and Political Control Committee signed sub=contracts
with the various private and public firms in Shanghai, It met
with some difficulties in the negotiation, As a result of studles,
the Industry Division adopted the following policies in negotiating

sub=contracts with its local industrial concerns:

1 1, No price discrimination between public and private ine

dustrial concerns. Payments may be made in installments,
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2, With pespect 4o standard types, giges, and grades of

riBes.
da, ‘the private mamfacturers shall follow the state enverp
goodlsy

3, Cost accounting will be examined carefullys Industrial
plants ghould economize on production coste before they expardi )
the scale of production, particularly reducing labor cost and dn
direct cosuse Ability to reduce cost will be the nmeasuring ro

for honorable citations and rewardss

° 8
h An ind\ls'tlrial .).J;ln‘b Shall use ltr s reserve raw me ter 1.3.1
. i nd\lstl y
bef e i '.'L g 16 to & 3[)1} for raw mab S from the T
or t 8 eli 1b. er 1&1 (¢

raels
Dlvision as paxb paylleﬂb for goodﬂ 11’101110.6(1 in the purchase (o) d.

rmal
5, Profit rate should be peasonable; 1t should, in no

cases, range from 5 to 15 percente

1

6. Finished products included in the purchase order wil

. : ivision

mined by the Inspection section of the Tndustry Division;
be exal .
3 £ work in the

however, the Business Section may inspect any phase o

5 th

course of production.

1
7. Public and private enterprisesmus’o fulfill their lega

obligations as written in the contrache

After consulting with more than ten plants which are cone
sidered enlightened plante, the Industry Division adopted the pri(;e )
for the S=horsepower lj=phase electric 4nduction motor as the stin ar
for pricing electric goods in generals 1% was priced at the equ va

volt
lent of 1,700 catties of rice; and the price of the 50 kilovol
e )
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ampere, J=-phasge 64600/380=220 Vol transformer, the equivalent

to 16,100 cattles of ri.ce, as the standard for pricing electric
transformers of various types. prices for other electric machines
such as generators and transmd.esion units of different slzes will
be computed on the bagls of the official index table and thelr
individual weight: table. Some people contended that this method
of pricing 1s not very falr because i1t is not very accurate, We
recognize that it is only a tentative method which will be subject
to revision from time to time. Furthermors, because Northeast
(hina's customers ofben complained that Shanghai's sellers ask
very high prices for electric machinery and thus showed reluctance
in placing their orders, we cannot but modify prices somewhat and

try to cut down production costs,

In a spirit of mutual assistance, 18 privately-mn1ed plants
accepted purchase orders for 159 electric generators, ranging from
1 4o 150 horsepower and totalling 3,LL2 horsepower, equivalent to
2-month's production at these ‘plants. orders for transformers
were not numerousj they were distributed to 3 plants only, Orders
for transmission facilities were distributed among 7 plants (two
of which are owned by combined state and private capital)s they
amounted to a volume sufficient to keep these plants tusy for 2
or 3 months. Some state-owned plants obtained orders which would
susbtain a half-year's operation. In the near future there are
going to be purchase orders amounting to a total of 10,000 horse-
power ir capacity; these will be distributed among private producers.
Thus the depression in electric machine-building industry will no

longer existe
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TII. A COMPARISON OF PUBLI CLY~OWNED AND
PRI VATELY=OWNED PLANTS

There 1s only one publicly-avmed electric plant in East
China, the Shanghal Electric Machinery Plant, It was formerly a
part of the Central Electric Machinery and Fquipment Plant of the
National Resources Committee of the Kuominbang regime. Tt does not
have a huge amount of equipment, but it has acquired a high tech=
nical level. As a consequence of the liberation, it has one more
favorable factor in addition to higher technology and possession
of abundant technical documentation, including designs, i.eey the
government is furnishing it with more equipmenﬁ.  Besides, the
workers? enthusiasm has been increaseds On the one hand, the govern=-
ment intends to encourage privately-cvmed plants which have good
prospectsy on the other hand, it wants to create a étate ehterprise
so that the state enterprise can discharge its leadership function
toward the private enterprises, Thus the Hast Chin#'s Committee on
Economic and Financial Affairs approved tht;, Industry Division's
plan of allocating a number of new machines and buildingb one or twe
new factory buildings at the Shanghai Electric Plant provided that
this plan is in accord with the general policy issued by the Cgantral
People's Government. Although our nation's investment. in the elec-

Yhe .
tric machine-building industry is greater in»\Northeast s Shanghai's

electric machine-building industry has the highest outpub at presente
Less than 6 months after the resumption of operation, the

publicly-owned Shanghai Electric Machinery Plant's production showed

-b -
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a great increase; in April it produced electric generators of a
total capacity of L,350 horsepower, which is Le75 times greater
than 1949's highest records and transformers of a capaclty of
3,500 kilovolt/amperes, which is e times greater than 194918
highest record. This accomplishment is attributed to increasing
enthusiasm on the part of the workers; they have successfully
conducted self-criticism, been on time, and practiced economys
Production efficiency is expected to increase further when a demo=

cratic management and economic auditing system are established.

0f course the Shanghai Electric Machinery Plant is nob
excellent in everything when compared with privately-owned plants.
Some private plants have a longer history and more highly skilled
workers, while some others have special experience in making various
products and in various phases of machine tuilding, Some plants,
though relatively youngs can produce very fine products because
they have the best technicians. Some plants do not have large=
scale equipment, but they have some precision machinery and test
equipment, Some produce high quality transmission eguipment, while
others specialize in meters and other products. In short, growing
up in the free competition of the past, each of the privately-owned
plants possesses some special advantages one way or the other, If
we can use purchase contracts as a means of control, and guide these
plants toward further production specializationm, the electric
machine=building industry in Shanghal will be a valuable force in

Chinats industrialization.
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Undoubtedly, Shanghad has too many private electric machinery
plants; some of them are too anell in scale of operation, only
50 out of the total 200 electric machinery plants are electric
machine=building plants, Some of them have very poor facilities
and the quality of thelr products are below standarde Qbviously
industrial plants such as these cannot stay long in tueiness, for
the government will not distribute purchase contracts for their
low=quality products. Henceforth, the quality of tnelr products
will be the decisive factor in thelr existence, However, plants
whose equipment 1s poor, but where the workers! efficiency is high
will be given penefits through the distribution of work orders by
way of thelr joint business organizations and smallesize plants
may receive orders for machine parts if they can maintain product

quality through production speclalization.

A stuwbling block gtill exists in a way of thinking among
public and private plants in Shanghaiy it is the so=called "repro=
duction coste" previously the state enterprise's indirect costs
were higher than those in private plants because of ite excessive
personmel and red tapes Now they are no longer higher than those
in the private plants as & result of simplified administration,
economy, and rising enthuslasme Nevertheless, managerial personnel
in state enterprises are gtill anxious to earn more noney to sustain
the capital for contimous operation. Because their cost accounting
ig not accurate, and because they have gotten used to rising prices

of raw materials and machines, they are now afrald of Losing Toney;

' T
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hence they deliberately raige their prices. Other factors that
contribute to thelr thinking that they are losing money are that
they find it diffd.cult to obtain more appropriations from the
government, and that they canuot change the prices of thelr products
flexibly as the private producers cans Begides, they think that
thelr products are petter than those produced by private plants,
They forgeb that their products are not necessarily better than
others, and that 1f they always charge higher prices, they will
discourage the customerss Since prices will remain stable, imported
industrial materials are contrelled by the state without violent
fluctuation in their prices; hence the cost of production should
not fluctuate violently as it did previously in a free market,
Moreover, economic conditions in general are better than before.
Third, the purpose of tuilding up state enterprises is to carry

out national reconstruction; there is no sense at all Lo making
more profits since both the tuying and selling parties are now the
state, Real achievement lies not so much in making a money profit
as in winning our struggle with nature through cost reduction and

econonyes

1V, REFORM OF THE PRIVATE PLANTS

A manager of & private plant told mey "Having recognized
that this is a new era, I decided to reform my plante I do not
worry about my business prospects; the Industry Division will help

me, But because there are no military representatives assigned to
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my plant, and beocause the workers do not receive Communiat education
and leadership simllar to those in the state~ovmed plants they do
not have a deep understanding of the correct 1deology, Therefore,

it has been difficult to improve production efficiexxcy." Such a
statenent clearly indicates that this nanager has not had reformed
his way of thinling; he does not Xnow how to follow the mass line,
Under the leadership of the trade union the working class has
resolved to boost production; despite the fact that the workers

have idecloglcal conflicts with the capitalists and are not as
culturally advanced, they are willing to cooperate with the
capltalists to set the factories in order. The interests of the
capitalists, the workers, and the new People's Democracy are ones

the workers should unite with the capitalists, while the capitalists
should unite with the workers; both the workers and the capitalists
should take the initiative to maintain and boost production, Mirst
of all, the capitalists should practice self-criticisms they should
ask themselves whether they have ever belittled the workers' opinion
and whether they have been unfair in choosing persomel, TIi they
have not committed such mistakesy, I am sure the workers will be

very glad to cooperate; otherrise, they should sincerely repent

and follow the correct ideology before they ask the workers and
employees for cooperation, If they cannot get along with local trade
union organizations, the higher levels of the trade union will surely
render assistance to effect cooperation between the union and mana.gee=
menty it is not necessary that they be assigned "military repre=

sentatives" or "special commissionersh,

“«l0) -

Declassified in Part - Sanitized Copy Approved for Release 2012/04/20 : CIA-RDP82-00039R000200040002-4




Declassified in Part - Sanitized Cop

Approved for Release 2012/04/20 : CIA-RDP82-00039R000200040002-4

3
s
——

The Hsinean Electric Machinery Plant serves as a good example
of what we have sald above. Manager Sun Ting 1s a progressive
capitalist as well as & fino engineery he knows that he mst take
the responsibllity of urd.ting the workers and boosting production
under the new Pocple's Democracy. IHe started with selfecriticlemy
he came to realize that he did not have the right kind of managerial
abilitys he had his hands in too many things at once and did not
know the risk involved in too fast growth, Mrthermore, his
administrative seteup was not functioning efficiently and the workers
were extravagant in handling raw materials and hence production cost
was highs Subsequently he 1aunched campaigns for higher efficiency
and greater economy. He determined to line up with the masses of
the workers by requesting them to comduct studies and self=criticism.
Thus virtually all the workers in his plant and he himselfi become
military representatives, for they have put into effect a democratic
managemernt system and an economic auditing systen. Mr, Sun succeeded
pacause he did not dictate things and was not arrogante Why do

privately=-cimed plants not learn from Mre Sun?

Tt is true, as indicated by Mayor Chen in the Third Session
of Shanghal Peoiale's political Consultative Conference, that many
the difficulties confront private industry in Shanghai are due to
their inefficient organization and irrational business managemente
private industrial plants use fewer personnel than state enterprises,
bub dontt they sometimes use a man not entirely on the basis of his
ability but on the basis of his personal influence? Are there not

nany employees who were employsd because they were relatives of

-ll =
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managers or blg gtockholders? Wasn't the administration of the

plant efficient?

pefore the liberation, many private plants used American

money or gold as units of account and medium of exchanges they
made profits by 41legal dealing in imported raw materialss Now
there is no longer an import quota and everything is back to
normale Because the changes were 80 sudden many of the private
plants were caught unprepareds they could not get used to the
normal functiening of the present=-day economys Some of them curse
and complain; they do not criticize themselvess Plants which have
petter foundations and better organization will survive and grow;
wt those who were traditionally afraid of workers and who. »Were
not sincere with workers will suffer the consequence of their
mistakes, for there will not be enough work assigned to them by

the government; even if the govermnent orders a tremendous amount
of goods, it will give preference 40 those plants who have a higher
technical level, good financial standing, fewer labor disputes, or
those plants recommended and guaranteed by trade unions. Recently
many plants organized themselves in a less formal way in order to
obtain goods orders from the state; this will help the small plants

ghare some responsibility for the common production objectivess

Because of thelr own difficulties, some private plants re=-
quested the Industry Division to reorganize them into joint owner=
ship as a way oute This is an erroneous attitude, There are only

y two instances of the East Caina Industry Division's converting

-l? -
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private plants into joint ovmership as a means 4o sustain private
industry; the two plants involved are the Hein=hsing Plant, a
machine~tuilding plant, and the Hua-tung Plant, an electric machina=
building Plant, The reorganization of these plants is & result
of long preparation, consultation and many complicated proceduress
1t costs meney and man hourse Tn fact, the Industry Division is
very cautious in sharing the ownership of private plants: first,
the government does not have sufficlent money and personnels and
gecond, the government irr,b:_‘%nds to encourage them to be gelf=sug~
tainingy it does not expect them to quit their jobs. They should
reform their own business on the basis of self-support if they

correctly recognize the governmentis policies.

The electric bulb industry faces more difficulties than the
glectrie machine-tuilding industry, because electric albs are
a daily consumption items It is hoped that the State Consumer
Goods Trading Enterprise will survey the market and map out a plan
for distributing electric wlbe to various distric'lf; we must avold
overproductions Prospects for electric lines, telephone, and radio
equipment producers is promisingj however, large-scale purchase
orders will come only when the war of liberation is ended and
agrarian reform 'ié?émpleted. Nevertheless, we must make conscions
offorts now to cooperate with labor, lmprove the management systemy

and increase efficiency for assuring a prosperous futures

13 =
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V. CONGLUSION

Although Shanghal (and Yanking) is not the center of the
electric machine-building industry for the notion a8 & whole, it
is the pirthplace of the electrical 1ndustry in general; it
produces mediume and small=size electric generatorss precision
glectric commnication units, meterss and power mains, ebce And
although some pechnical personnel and electric ma.chine=building
plants should move to the interiory the plants which remain in
Shanghal and Nanlding can serve a8 centers for training more tech=
nical personnel +o meet the nationts needs. Therefore the
private glecbric machine-building plants ghould improve thelr
organization, unite with the worker 8y eliminate wasbe, reduce
costs, lmprove production yechniques and equipments develop their
markeby adopt industrial standardization and raise product qualitye.
Forthermore, they should gra.dually advance toward production
specialization on the basis of available techniclans, equipmenty
and technical KNOW=hoWs They should exchange industrial jnformation
and experience with each obher and bry o solve by joint efforts the
supply of ravw materials. They should explore the genius of the
workers for improving production pochniques. We expect that from
now on we can forever do away with our dependence on i.mper:tal:&st
countries and that we will surpass them in industrial output and

qua.li 'by ®
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